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Aoting Chief, C 2/, August 1955

Chief, D/E

Your memo of 19 August requesting comments on Sesction D, "Barriers and
Diseriminations against Expanded Trade with the West Inherent in the
Soviet Bloc 3ystem of State Trading®, of drsft paper prepared by
Department o Commerce for the Forelgn Ministers-Conference in
October,

A. Critigiame

1. The paper under reviev sppears fastually correct as far as
it goes, Thers are other aspects of the problem, however, which merit
consideration; thess will be mentioned under B, %ﬂb
In general the draft covers scme important faceta of prohlem
but 18 poorly organized and lacks clarity. The langusage in D-B
"Gonstristion of Extra-Blos Trade® is rather confusing, in thet "parallel
market" and "oontrolled bloe market" are meent to be synonomous but
appear to refer to two different concepis. The original langusge from
which this section is probably dresm (OIR contribution to NIE~100
Revised, Egconomis. ) ‘ dnviat Blas *Caneb " and We

P

Yulpersbilities, 6 Nev. 1953, pp. 7==9) is much more precise, The
paper does not emphasise sufficiently certain major points, e.g., Soviet
*government domination of arbitration® which is merely mentioned in the
finel paragraph and should be expanded considerably.

B. Qugestdens

1. The Soviet philosophy of international trade is based on
autarchical principles which sanotion any commercial exchange only
if its redounds to the political, economic or military advantage of
the Soviet Bloo. A8 & result all trade is carefully ccntrolled by
government trading organisations, The Soviet method of restricting
end prohibiting trade is not, however, found in its government
measures, but in its planning arrangements which provide multifariocus

diseriminatory practices, some of which are listed below by way of
i1lustration,
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Subjects Your memo of 19 August requesting comments on Section D,
*Barriers and Discriminations against Expanded Trade
with the West Inherent in the Soviet Bloc System of
State Trading®, of draft paper prepared by Department
of Commerce for the Foreign Ministers Conference in October.

2, In arder to have a succesaful and healthy relationship
between the Soviet Bloc and the Free World, it is necessary that
the Soviets subseribe to an agreed pattern of commercial inter—
course, This should take the form of negotiated regulations or an agree-
ment on commercial practices betuween countries with state trading
machanisms and those whose foreign trade is in the hands of private
individuals and firms, The inequality of bargaining between state
enterprises and private individuals in clearly evidenced by:

&, Lack of a uniform concept of cantractual relationships,

be Lack of protection of a common system of law and
Judicial recourse,

¢, Superiority of resources of a state erganisstion,

d. larger soale of operatien of a governmemt memopoly,

e, Absence of reliable cammercial informstion, advertis
media, and trede and production statistics in a monop~
alistic state,

3+ The Sovieis have recognized the desirability of removing
disoriminations of the Free World in trade with the Bloe by making
strenuous effarts~—io date successfully-~to have western security trade
conirals relaxed. They furthermore had inserted in the recently signed
Austrian peace tresty a clause pledging the Austrian governmemt -to
*non=discrimination® in 1ts economic relations with United Nations
comtries, A similarly worded declaration was included in the Belgrade com-
manique lssued after Marshal Tit#'s talks with the Russian delegation, -
This is evidently an attempt to neutralize western controls on strategic
exports to the Bloc by committing the two countries to non-discrimination
in trade with their Communist neighbors, If western countries should
cut off exports of asirategic goods to Austria and Yugoslavia because
the goods might be trsnsshipped to the Blee, dissention would undoubtedly
be oreated between these two countries and COCOM participants,

4+ The fallowing are illustrstions of outstending discriminatory
lrade practices of the Soviet Bloc which should be included or elaberated
upon in the study, In the interests of establishing more amicsble
political and economic relations with the Soviet Bloc, these practices
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Subject:s Your memo of 19 August requesting comments on Section D,
"Barriers and Dlscriminations against Expanded Trade
with the West Inherent in the Soviet Bloc System of
State Treading®, of draft paper prepared by Department
of Comnmerce for the Forelygn Ministers Canference In October,

should be discussed at the Foreign Ministers Caonference and their
elimination formalized if possible by incorporation in s set of
regulations or agreements

I. Maximizing Terms of Trade and the Quid Pro Quo Principle,

&, Insistence on strategic tie-in sales,

b, Maximizing ratio of hard goods for soft goods,

¢, Increasing Soviet demends and pressure,

d. Strategic or essential goods as conditions for purchase of
hard-to-market goods,

II, Price Manipulation

8, Premium prices pald for strategic and other zoods,

b, Premium prices paid as an inducement to trade,

¢, Bloc offers at low prices, including dumping and price
slashing, K.B. II a, b, and ¢ should take into account
western industriallized countries eand also underdeveloped
areas, The Soviets do not need to be concerned with making
profite or meeting production costs and thus ecan undercut Western
bids in underdeveloped countries,

d. Artificial exchange rate

III, Unreliabliity of Bloe

a. Delays in delivery or signing of agreements,

b, Heavy penalty clauses in trade agreements for delays or
non=-fulfillment of orders by the West,.

¢, Threats of termination of trade agreements,

d. Quality of zoods not always up to specifications,

e, Cancellation of orders,

IV. Other Discriminatory Practices
a, The USSR has copied numerous patented industrial products
and copyrighted materials of the US and other western

countries and is continually attempting to obtain prototypes
for this purpose., For example, Caterpillar tractors D=7 were
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delivered to the USSR under Lend Lesse and have been re~
produced in the Soviet Union as Sovist tractors S~80. Bloe
countries should be urged to sign the intermational sgree-
ment for protection of patents and copyrights.

b, Illiegal procurement activities, e.g. clandestine trade,
blackmarketearing, smggling, undermining national law,
all of whiech are Soviet government policy,

¢, V oll of secrecy which mekes insccessible necessary commer—
clal inpformation, advertising media, and statistics an produc~
tion and trede., In this connection there should be insistence
upon publication of full trade statlsties,

d. Activities of Soviet expediters (contract inspedion in frae-
world shipyards, loeding supervisors in ports, etc,) in western
industrial and commercial centers; it is diffieult to distinguish
expediting activiiies from easplonage efforts,

f. Reinsurance practices,

g+ Port practices which often result in additional demurrage expenses.

h, Enfercement of twelve mile zomne,

5. Additional suggestions for disoriminatory practices mmy be gleaned from
the suggested charter for an International Trade Organization of the United
Nations and from the charter of GATT,

6. In erder to ascertain the experience of US businessmen in actual trade
transactions with the Soviet Bloe, it might be deslirable to work through 00 con-
tacts, Commerce Depariment informs us they do not receive many complaints from
US firms a3 they are considered business secrets., Commerce does have a file,
however, on cases on which arbitretion hes been unsuscessfully sought in t&e USSR,

7. The above remarks apply primarily to the European Soviet Bloc, The
situation with reference to Commmist China is even more complicated and must

therefore be carefully considered.
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